
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



342 QUARTERLY JOURNAL OF ECONOMICS 



THE HOLYOKE WATER CASE. 

The many recent attempts to value corporate properties, 
with the questions as to the correct methods to be used in 
such cases, and the fact that this is the first dispute to come 
up under the Massachusetts Municipal Lighting Act, combine 
to give especial interest to the Holyoke Water Case.* The 
statutes under which the case arose provided that, where a 
city voted to undertake its own lighting, any concern already 
engaged in that business within the place might offer its plant 
to the city, whereupon the latter became bound to accept the 
same. When one concern owned both an electric light plant 
and a gas plant, the city was to buy both. Should the two 
parties fail to agree as to the plant and the terms of its sale, 
the questions were to be laid before a commission appointed 
by the Supreme Court, its decision, on appeal, being subject 
to revision by that court. Under these provisions the city of 
Holyoke in December, 1897, voted to establish a municipal 
electric lighting plant. The Holyoke Water Power Company, 
which was then supplying the city with light, thereupon 
offered its gas and electric plants to the city ; and, failing to 
come to an agreement, the questions at issue were submitted 
to a commission composed of two lawyers and one engineer. 
Hearings began in April, 1899, since when over one hundred 
have been held, the case being somewhat delayed by a 
proposal, finally given up, that the city withdraw from its 
decision. 

The two main points at issue were : 1. What should be 
included in the plant to be sold ? 2. How should that plant 
be valued? On these points the main provisions of the statute 
were, that the city should buy — 

such portion of his, their, or its gas or electric plant and property 
suitable and used for such business in connection therewith, . . . and 

• Holyoke Water Power Company, Petitioner, v. City of Holyoke, 19+ vols., 
Boston, 1899 —The final decision of the commissioners has just been made (Jan- 
uary, 1903), but is not as yet printed. As it was accepted by both parties, the 
case does not come before the Supreme Court of the State. 
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the price to be paid therefor shall be its fair market value for the 
purposes of its use ; no portion of such plant to be estimated, how- 
ever, at less than its fair market value for any other purpose, includ- 
ing any location or private rights acquired from private persons in 
connection therewith. . . . Such value shall be estimated without 
enhancement on account of future earning capacity or good will or 
of exclusive privileges derived from rights in the public streets.* 

A significant amendment to the original act struck out a 
paragraph providing for inclusion as an element of value the 
earning capacity based on actual earnings. 

The chief complications in the case arose on the first point 
from the peculiar connection of the company with the water 
power used to run the electric plant. This company, chartered 
in 1859, succeeded the Hadley Falls Company, which owned a 
dam across the Connecticut River at this point and adjoining 
tracts of land. The practice was to sell this land outright, and 
with it the privilege of annually leasing a certain amount of 
water power, the latter never being actually sold. A bonus was 
paid for this privilege when the land was bought, and there- 
after an annual rental for the power. The company began 
the electric lighting business in 1888, running the plant with 
its own water power. For a time they supplied the local 
street railway with electricity, and in their power system they 
set aside for use in the electric plant 16 mill powers of water. 
On ceasing to supply the electric road, it appeared that for 
lighting purposes there were used in this plant not over 8 
mill powers at the peak of the load ; while the 24 hour aver- 
age was about 3 mill powers. In connection with this there 
was an auxiliary steam plant to furnish power on days when 
the water was too low. The gas plant, likewise, obtained £ 
mill power of water from the company. About this, however, 
there was no dispute. It was the 16 mill powers of water for 
the electric plant about which raged the main discussion as to 
what the plant included. The company declared that the 
present opportunities to increase the business would give full 
employment for all the power. Still, in any case, as being a 
part of the plant, it must all be taken. But the city refused 

* Massachusetts Statutes 1891, chap. 370, sect. 12, as amended by Statutes 
1893, chap 464, sect. 5. 
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to accept any more than could profitably be used for their 
purpose. 

The problem of valuing the structural plant, the land, and 
the power, aside from the questions of law, especially as to 
the interpretation of the statutes, and those of fact, — the 
city's counsel concluded that a price far over $400,000 would 
be ruinous, whereas the lawyers for the company declared 
anything much less than $1,400,000 to be robbery,* — also 
raised the discussion as to the influence upon that value of 
the intangible factors, such as earnings, depreciation, fran- 
chise, opportunity for growth, and the fact of being a " going 
concern." The structural plant was valued by the company 
at the contract cost of reproducing it just as it stood, less 
depreciation from use and age. As the basis of its calculation, 
the city took the cost of construction of a plant of equal 
capacity and use, but built according to the latest methods ; 
and then determined what it could afford to pay for the old 
plant rather than install a new one by deducting from this 
cost, either the price of such improvements as were required 
to bring the old plant up to the efficiency of the new one, or 
the capitalized difference between the cost of operation of the 
two plants. In effect it thus simply included in depreciation, 
not only that from use and age, but from any other cause 
whereby the plant was rendered less efficient for the then 
existing conditions and needs. 

The land, the company declared, should be priced at its 
most valuable use, — i.e., as a mill site ; and to this they added 
the structural value of the plant. Such a method, the city 
pointed out, resulted in double valuation ; for, though accord- 
ing to statute the land might be thus valued, yet in that case 
the plant could only be added at its value when dismantled. 
Further than that, the land " for the purposes of its use " as 
a lighting plant was only worth as much as land anywhere else 
equally suitable and obtainable ; and, if its value as a mill site 
were greater than this, then it should not be awarded the 
city, because unsuitable for the purposes of its use financially. 
In the case of the water power the city obtained its valua- 

* The original price made by the company wag $1,000,000. The award of the 
commissioners, it is understood, ii about $700,000. 
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tion by contrasting the cost to operate the water plant and 
the auxiliary steam, plant with the cost to operate a standard 
steam plant of like capacity, and concluded that, unless a 
suitable amount and rent were offered, the power could only 
have a minus value. The company claimed that the whole 
16 mill powers should be put at their highest value for any 
purpose. 

The question as to the influence of the intangible factors 
upon the value of the physical elements also occasioned 
much diversity of opinion. The city declared that practi- 
cally all these intangible factors, such as good will and 
franchise, were excluded by statute. Both parties admitted 
additional value from the fact that it was a " going concern " ; 
and this was defined by the city as the charges above contract 
price incident to installation and the test of its ability to go. 
The company obtained its estimate of this factor by sub- 
tracting the structural value less depreciation from the capi- 
talized net earnings, — a proceeding strongly objected to by 
the city, which insisted that, as earnings included profit from 
good will and franchise, they could in no wise be considered 
as adding to the valuation in this case. 

Summing up the case, both parties considered the concern 
as a going unit. The company valued this unit in relation to 
its earnings and reproductive cost, but plus the additional 
value of any part for other uses ; in short, by its potential 
income-earning power. The valuation of the city was based 
on a comparison with a plant of like capacity such as would 
now be both physically and financially suitable for the same 
purpose. Chester W. Wright. 

[A future number of this Journal will contain a fuller ac- 
count of this case, with an analysis of the decision and the 
principles upon which it was based. — Editor.] 
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Of interest to students of economics will be a forthcoming 
document of the United States Attorney-General's office, en- 
titled Sills and Debates in Congress relating to Trusts. Only 
fifty copies were originally printed ; but there is every prob- 
ability that a larger edition of sixteen hundred will follow, 
with an index and other improvements. The present volume 
of about a thousand pages was compiled by Mr. J. A. Pinch, 
librarian of the Department of Justice. It covers all ma- 
terial relating to the question from the 50th to the 57th 
Congress, 1st Session. But one complete set of bills intro- 
duced during this time had been preserved in the Document 
Room of the Senate ; and even this was scattered through a 
great collection of un-indexed volumes. A valuable feature of 
this compilation consists of its rigid expurgation of all merely 
political perorations. The matter is entirely and exclusively 
pertinent to the subject of trusts. A second document of in- 
terest, in the same line, will consist of a compilation of all 
federal decisions on the Sherman anti-trust law. This will, 
however, consist of a more liberal edition in point of number, 
easily obtainable through members of Congress. 



Students of economic history will be interested in the pro- 
posed publication by the Johns Hopkins press, under the editor- 
ship of Professor J. H. Hollander, of a series of reprints of 
important economic tracts, now unavailable for the average 
student. The series will contain : 1. Three Letters on The 
Price of Gold, by David Ricardo ; 2. An Inquiry into the 
Nature and Progress of Pent, by T. R. Malthus; 3. An 
Essay on the Application of Capital to Land, by Sir Edward 
West, Fellow of University College, Oxford ; 4. A Refuta- 
tion of the Wage-fund Theory, by Francis D. Longe. The 
edition will be limited to five hundred, and will no doubt be 
speedily exhausted. 



